Most studies attribute the underpricing of initial public offerings of equity securities to the ex ante uncertainty resulting from the information differential between the firm going public and the market. Ruud (1991 Ruud ( ,1993 , however, proposes that underpricing could result from underwriter price support in the early after-market. In this paper we examine firms that were once public, went private via leveraged buyout and then went -jiublic-agaln.
Introduction
C onsiderable evidence exists that initial public offerings of equity (IPOs) are underpriced ( 1) . Until recently most studies attributed the underpricing of IPOs to the ex-ante uncertainty resulting from differential information between either issuers and underwriters or between classes of investors (2) . Ruud ( 1991 Ruud ( , 1993 , however, proposes that underpricing of IPOs could exist because of underwriter price support in the after-market. According to Ruud, the presence of underwriter support could censor the negative tail of the returns distribution in the early after-market period resulting in a positively skewed leptokurtic distribution during that period. The gradual removal of price support then permits the distribution to return to its expected symmetric shape.
Comments and Questions concerning this article should be sent directly to the authors.
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In this paper we investigate whether the underpricing of reverse LBOs (RLBOs) is due to differential information, price support, or a combination of both factors. Reverse LBOs are firms that were once publicly held, went private via a leveraged buyout, and were then taken public again. It is reasonable to expect that these RLBOs, given the fact that they were once publicly traded, have a lower degree of information asymmetry than firms that go public for the first time. In an early study of RLBOs or "second" IPOs (SIPOs), Muscarella and Vetsuypens (1989a) conclude that SIPOs are underpriced but, because their degree of information asymmetry is less than that of IPOs, their underpricing is also commensurately less. Whereas Muscarella and Vetsuypens' findings_ are consistent with a lower degree of information asymmetry for RLBOs, they do not explicitly test for the presence of information asymmetry or for the possibility that RLBO underpricing could be driven by a competing theory. Our findings in this paper support those of Muscarella and Vetsuypens that RLBOs are significantly less underpriced than IPOs. However, with regard to the reason for RLBO underpricing, our results are more consistent with the arguments of price support by underwriters than those of information asymmetry.
We find that variables that proxy for information asymmetry and have been successful in explaining IPO underpricing have virtually no explanatory power in the case of RLBOs. On the other hand, we find considerable statistical evidence that underwriters intervene in the early after-market to support RLBO prices. The remainder of the paper is organized as follows: In section II we briefly review extant theories of Volume 13, Number 3 randomly. Thus, on average, the uninformed investors suffer from the winner's curse and, absent some form of compensation, will exit the market. If informed investors are unable to exhaust the supply of issues, uninformed investors are needed in the market and underpricing becomes the incentive for them to remain. Beatty and Ritter (1986) , Johnson and Miller (1988) and Muscarella and Vetsuypens (1989b) all find support for the adverse selection hypothesis. Tinic (1988) proposes that, if underwriters and issuers face a potential legal liability from investors believing they have been misled into a nonprofitable endeavor, they may underprice in order to have a 'buffer' against litigation.
IPO underpricing. Section III contains a descrip-
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Theories of Underpricing
With the exception of Ruud (1991 Ruud ( , 1993 , theories advanced to explain the underpricing phenomenon are predominantly based on asymmetric information. Baron (1982) , proposes that underwriters' information about the new issue market is superior to that of issuing firms. Consequently, and under the assumption that issuers are unable to monitor their efforts, the underwriters have an incentive to underprice in order to minimize their risk in selling the entire amount committed to outside investors. Beatty and Ritter (1986) show, however, that underpricing caused by the investment banker's superior information is temporary at best since a consistent policy of significant underpricing could result in loss of the issuer's business to competitors.
In a theory of adverse selection, Rock ( 1986) suggests that the abnormal return from underpricing is the compensation required by uninformed investors to prevent them from leaving the market. In Rock's model there are two groups of investors -the informed and the uninformed. The informed subscribe to only 'good' issues whereas the uninformed subscribe 68 suggests that underpricing is employed by issuers as a signal of market potential. According to these theories, underpricing is a cost borne by issuers to entice potential investors to collect information on the firm and establish its true value in the secondary market. A high quality firm will, consequently, underprice more because once its true value is established, it can "cash in" by obtaining a higher price for subsequent offerings. The initial cost of underpricing is thus offset by the benefits of future offerings.
In a distinct departure from the theories of asymmetric information that advocate a deliberate decision to underprice, Ruud (1991 Ruud ( ,1993 advances the view that initial high IPO returns stem from underwriter price support in the IPO market. Such support may be achieved by the underwriter placing a standing purchase order at or slightly below the offer price. Price support effectively limits the number of negative returns and censors the negative tail of the initial returns distribution, possibly producing positive mean initial returns even if offering prices are set at the true expected market value. The Securities Act of 1934 permits underwriters to legally intervene in order to support IPO prices, ostensibly to stabilize the price and minimize underwriter losses from temporary price pressure during the selling period (3) . That stabilization by underwriters is not an uncommon phenomenon is documented by Hess and Frost (1982) . Ruud (1993) reports that 57 percent of the seasoned equity offerings in the Hess and Frost data sample (274 issues between January 1, 197 5 and March 1, 1977) were stabilized.
Data and Results
In this section we first examine the evidence in favor of the price support theory for RLBO underpricing. We then test for the presence of information asymmetry in order to determine whether RLBO underpricing is attributable to a combination of both factors.
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A. Statistical evidence of price support
As in Ruud (1993) , returns are measured log(P/P 0 ) where Pt is the market price at time t and P 0 is the offering price. The distributions of cross-sectional returns for one day, five days, ten days, fifteen days, twenty days and twenty-five days are plotted in Figures 1 through 6 . Descriptive statistics for these distributions are presented in Table 1 . From Figure 1 it may be seen that the one day distribution is not only peaked but also skewed to the right. The skewness and peakedness diminishes with time and, by day twentyfive, the returns distribution appears much more symmetric_. To reinforce these observations, in Table 2 , the null hypothesis that the log returns are drawn from a normal distribution is rejected by the Kolmogorov-Smirnov test (4, 5) at the one The sample consists of 120 RLBOs that percent level for the one-day, five-day, and ten went public from 1984 through 1990. Data on day distributions and at the five percent level for ---the firms, the-offer priee,-offer date-and-offer--the-fifteen-day-distribution:-Normalicy-canrrot be size were obtained from the Security Data Comrejected at the five percent level for the twenty pany, Inc., New York. The names of the underand twenty-five day distributions. These results, writers were taken from the Directory of Corpotogether with Figures 1 through 6, suggest that rate Financing. Returns data were obtained from the early returns distributions are left censored the 1990 CRSP tapes for NYSE/AMEX as well but become symmetric with time. Also, in Table  as NASDAQ firms. Decriptive sample statistics 2 the mean of the returns distribution declines are presented in Table 1 .
with time and the difference between mean and median diminishes, consistent with the returns distribution becoming more symmetric. Moreover, the skewness approaches zero with time, inIt is arguable that multi-day returns converge to a normal distribution due to the central limit theorem and independently of any other ef---dicating the-return oLs:-ymmetry. -Burther, inkeeping with the gradual removal of price support, the range of the negative tail of the distribution moves from -0.30 on day one to -0.74 on day twenty-five, whereas the positive tail, since there is no upside intervention, hardly moves at all (0. 742 on day one to 0.693 on day twentyfive). Since initial price support truncates the negative tail of the returns distribution, excessive peakedness, or leptokurtosis, can be expected around zero. Once again in Table 2 the decline in kurtosis with time suggests the gradual removal of price support.
-fects such as-the removal of-priGe support. This warrants a comparison of one-day returns measured as log(P/P 1 _ 1 ) at various points following the RLBO. These results are in Table 3 . The evidence is consistent with the gradual removal of price support. By day five the one-day returns distribution has a median of zero and a mean that fluctuates randomly about zero as does the skewness, suggesting the return to symmetry. The one-day distributions are highly leptokurtic, but this is consistent with empirical findings on the distribution of returns (see Fama 1965) . Further evidence of price support is obtained by examining offerings with zero initial returns that subsequently become negative. In our sample there are 23 firms that have initial one day returns of zero (see Table 5 ). Of these, 2 firms (8.7%) have negative returns on day two, 7 (30%) have negative returns, on day three, 10 ( 43 % ) have negative returns by day five and 11 ( 48 % ) have negative returns by day ten following the RLBO. These findings are consistent with the gradual removal of underwriter price support.
B. Tobit analysis
If underwriter price support censors the negative tail of the initial returns distribution, then returns in the negative tail will not be observed and, concomitantly, the observed mean is not the true mean of the distribution. The class of econometric models used to estimate the parameters of · censored data · are known -as to bit models ( 6) . Conditional on information that the sample is censored, the tobit model uses maximum likelihood to estimate the sample mean. Under the assumption that underwriter support censors the returns sample's one-day return at zero, the true mean may estimated using the following model:
where ei -N(0,s 2 ) and Ri = Rt if R/ > 0, Ri = 0jf Rt < = 0
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where Ri is the observed return, Rt is the true (unobservable if < = 0) return, m is the true mean to be estimated with observed data, and ei is the random error. Results of the to bit analysis are in Table 4 . For purposes of comparison, arithmetic results are included with the tobit results. The tobit mean one-day return is -0.0163 but this is not significantly different from zero: In comparison, the arithmetic mean is 0.0398 and significantly different from zero at the 1 % level. These results suggest that RLBOs may not actually be underpriced but that the observed underpricing may be due to a left-censored returns distribution caused by underwriter price support.
C. Tests for information asymmetry
In order to compare our results with those of Muscarella and Vetsuypens (1989a), we tabulate average daily raw returns (measured as (Pt ;;. P 0 )/P 0 ) for the twenty trading days following the offer date in Table 5 . These are consistent with those found by Muscarella and Vetsuypens (1989a) in that they are considerably less than those for IPOs (7, 8) , which supports the hypothesis that the ex ante uncertainty due to information asymmetry is less for RLBOs than for IPOs. To determine the extent to which the underpricing of RLBOs is attributable to information asymmetry, we estimate the regression: where (UNPRi) is the log of the first day's return for the RLBOs in the sample. The explanatory variables proxy for the degree of information asymmetry and control for the underwriter certification effect. The motivation for these variables is discussed below.
LSIZE: The log of the offering size. Previous studies (9) have shown that offer size, which proxies for uncertainty and the degree of information asymmetry, is negatively related to the initial return, despite there being no clear theoretical explanation for this finding. SD20: The standard deviation of twentyday after-market returns. uses this variable to proxy for ex ante uncertainty about an issue, as do Barry et al (1990) and Johnson and Miller (1988) . They find a positive relation between underpricing and after-market volatility, consistent with-the information asymmetry theo~ ries of underpricing.
RPT: Underwriter reputation. Following Carter and Manaster (1990), we rank underwriters on a scale from O to 9 with the highestprestige underwriters at 9 and the lowest at O. Under the certification hypothesis, prestigious underwriters have more to lose in reputational capital if they misprice and, consequently, issues underwritten by them should more accurately reflect true value. Thus, the more prestigious the underwriter, the less should be the underpricing.
NSIC: Number of firms with the same four-digit SIC code as the RLBO. Kale (1992) conjectures that the degree of informational asymmetry will be negatively correlated with the degree of competition in the market for the issue. He argues that if there are many firms already in the same industry, the industry will have been intensively investigated by the market and, consequently, any informational advantage possessed by insiders with regard to the future prospects of the firm is likely to be less significant. Therefore the degree of underpricing would be lower for firms with more competition.
The results of these regressions(lO)are in Volume 13, Number 3 Table 6 . We find that very little of the variation in initial returns is explained by the explanatory variables, individually or together. The only explanatory variable with marginal significance is the underwriter reputation dummy, RPT, which controls for the certification effect. The coefficient has the hypothesized negative sign and implies that more prestigious underwriters are associated with less underpriced RLBOs. This result is consistent with Carter and Manaster (1990) . The size and volatility variables which have been consistently significant in IPO studies(l 1) appear to have no explanatory power. The competition variable, NSIC, fares no better than size and volatility in explaining the variation in initial underpricing. These results indicate that, unlike IPOs, RLBOs have little or no ex ante uncertainty caused by information asymmetry when they go to the market. To the extent the information differential between the firm and the market -in the case-of-RLBOs is so low, our results support the assertion of Muscarella and Vetsuypens (1989a) that RLBOs have less information asymmetry than IPOs. However, in the absence of information . asymmetry for RLBOs and in light of our earlier results in favor of price support, we conclude that the underpricing of these firms is consistent with the hypothesis of underwriter price support.
Conclusion
In this paper we examine a sample of 120 firms that were publicly traded, were taken private in leveraged buyouts and then went public again (RLBOs). Underpricing when these firms go public for the second time could be the result of information asymmetry between the firm and the market or due to underwriter price support in the after-market. Our results indicate that there is very little information asymmetry between the firm and the market in the case of RLBOs, and are consistent with the hypothesis that initial positive RLBO returns are due to underwriter price support.
Implications For Future Research
Reverse leveraged buyouts are entities 
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that have received little scrutiny in the finance literature. Even the theoretical arguments that are applied to RLBOs come mainly from the literature on Initial Public Offerings. While these theories are, to some extent, applicable to RLBOs, other than intuitive reasoning there is no explicit theoretical basis, for example, why information asymmetry should be less for RLBOs than for IPOs. At the empirical level, while some work has been done, it would no doubt help clarify matters if a larger sample or a longer time frame could be examined. m Endnotes
